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Introduction 


Introduction 


The  Legislative  Audit  Committee  requested  a  performance  audit 
to  review  the  process  the  Department  of  Administration  (Pur- 
chasing Bureau)  follows  when  establishing  bid  specifications  for 
state  bids.   Bid  specifications  are  used  to  describe  the  major 
features  of  a  product  or  service  the  state  wishes  to  purchase 
through  the  bidding  process. 


Audit  Objectives 


The  objectives  of  this  audit  were  to  determine: 

1.  If  improvements  could  be  made  to  the  bid  specification 
process  established  by  the  Purchasing  Bureau. 

2.  The  adequacy  of  training  the  Purchasing  Bureau  provides 
to  state  agency  purchasing  personnel  in  how  to  write 
specifications. 

3.  The  adequacy  of  communications  between  the  Purchasing 
Bureau  and  state  agencies. 

4.  Compliance  with  applicable  laws  and  rules  relating 
directly  to  bid  specifications  at  the  Department  of 
Administration. 


Scope  of  Audit 


The  work  concentrated  on  reviewing  specifications  established 
by  the  Purchasing  Bureau.   Initial  audit  work  focused  on 
reviewing  specifications  to  determine  if  they  encourage  vendors 
to  submit  bids  for  state  business.   We  reviewed  specifications 
used  on  state  bids  to  ensure  the  specifications  were  not 
restricting  competition. 


We  reviewed  bid  files  and  other  records  at  the  Purchasing 
Bureau,  reviewed  policies  and  procedures  relating  to  bid  specifi- 
cations and  interviewed  bureau  staff.   We  also  contacted  state 
agency  purchasing  personnel  and  private  vendors  to  get  their 
opinions  regarding  bid  specifications.   We  did  not  review  pur- 
chasing files  at  other  state  agencies.   However,  specifications 
submitted  by  the  agencies  to  the  bureau  were  reviewed. 


We  evaluated  the  process  the  bureau  uses  to  train  purchasing 
personnel  at  the  agencies.   This  included  reviewing  bureau  goals 
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and  objectives  related  to  agency  training,  attending  a  training 
session  provided  to  the  agencies,  and  reviewing  training 
materials.   We  reviewed  delegation  agreements  between  the 
bureau  and  the  agencies.   We  also  examined  communications 
between  the  bureau,  other  state  agencies,  and  vendors  to  deter- 
mine if  improvements  could  be  made. 


Limited  Scope  Audit 
Conducted 


During  the  initial  stages  of  this  audit  we  found  few  concerns 
with  the  bid  specifications  we  reviewed.   We  noted  the  bureau 
was  obtaining  competition  indicating  the  specifications  estab- 
lished were  not  unduly  restrictive.  Consequently,  we  did  not 
believe  it  was  cost  efficient  to  commit  significant  resources  to 
conduct  a  full  performance  audit  of  all  areas  related  to  bid 
specifications.   Audit  standards  require  us  to  consider  the  cost 
versus  benefits  of  the  audit  when  setting  audit  scope.   Therefore, 
a  limited  scope  audit  was  conducted  in  accordance  with  govern- 
mental auditing  standards  for  performance  audits. 


Compliance 


As  part  of  our  audit  we  reviewed  compliance  with  state  laws, 
administrative  rules,  and  state  policies  relating  to  bid  specifica- 
tions.  We  found  the  bureau  to  be  in  compliance  with  applicable 
laws  and  rules. 
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Introduction 


The  Purchasing  Bureau  within  the  Department  of  Administration 
provides  a  centralized  purchasing  function  for  state  government. 
Some  of  the  major  goals  for  the  bureau  include: 

Increasing  public  confidence  in  state  purchasing. 

Treating  all  persons  who  deal  with  the  state  purchasing 
system  fairly  and  equitably. 

Maximizing  the  purchasing  value  of  public  funds. 

Fostering  effective  broad-based  competition. 

Establishing  a  good  working  relationship  with  agencies 
and  vendors. 

State  law  assigns  the  responsibility  of  supervising  the  procure- 
ment of  state  government  supplies  and  services  to  the  Depart- 
ment of  Administration.  State  law  also  authorizes  the  depart- 
ment to  delegate  this  responsibility  to  the  Purchasing  Bureau. 

This  chapter  provides  an  overview  of  Purchasing  Bureau  opera- 
tions. It  describes  bureau  funding  and  expenditures,  workload, 
and  the  process  for  establishing  bid  specifications. 


Bureau  Fundings  and 
StafiBng 


The  Purchasing  Bureau  is  funded  from  the  General  Fund. 
Table  1  illustrates  expenditures,  appropriations,  and  FTE  levels 
for  the  bureau  for  fiscal  year  1989-90  through  fiscal  year 
1991-92. 
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Table  1 
Purchasing  Bureau  Expenditures.  Aoprocriations.  and 

FTE  Levels 

Fiscal  Years  1989-90  through  1991-92 

Actual 

Appropriated 
FY  1991-92 
11.58 

$225,461 

64,049 

0 

$289,510 

Klitor  fro« 

FY  1989-90    FY  1990-91 
FTE                      12.33          12.33 

Personal  Services      $  281,119     $  293,817 

Operating  Expenses       92,656        79,612 

Eauioment               7.654        17,545 

TOTAL               $  381.429      $  390.974 

Source:   Conpiled  by  the  Office  of  the  Legislative  Ai 
bureau  records. 

Current  staffing  includes  a  division  administrator,  one  bureau 
chief,  five  purchasing  agents,  five  clerical  staff,  and  an 
accounting  position  consisting  of  .25  FTE.     One-third  of  the 
division  administrator's  time  is  allocated  to  the  Purchasing 
Bureau.   The  remaining  two-thirds  are  allocated  to  the  Publica- 
tions and  Graphics  and  the  Property  and  Supply  Bureaus. 


Bureau  Workload 


Table  2  shows  the  workload  areas  for  the  bureau  where  purchas- 
ing agents  are  directly  involved  in  reviewing  and  establishing 
specifications.   The  purchasing  agents  review  the  specifications 
submitted  by  the  agencies  on  the  requisitions.   The  agents  are 
responsible  for  finalizing  the  specifications  on  the  Invitations  for 
Bid  (IFB).   There  were  more  requisitions  received  than  IFBs 
issued  because  the  bureau  combines  requests  for  similar  products 
for  different  agencies  onto  one  IFB. 
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Table   2 

Bureau  Workload  Relating  to  Bid  Specifications 
Fiscal  Years  1989-90  and  1990-91 


Requisitions 
Invitation  for  Bids 
Total 


1,957 

502 

2.A59 


1,896 

431 

2.327 


Conpiled  by  the  Office  of  the  Legislative  Auditor  from 
bureau  records. 


The  bureau  utilizes  the  IFB  process  for  the  majority  of  its 
purchases.  The  total  dollar  amount  of  purchase  orders  resulting 
from  the  IFBs  was  $40.3  million  in  fiscal  year  1989-90  and  $45.7 
million  in  fiscal  year  1990-91. 


Agency  Purchasing 
Authority 


State  law  gives  the  department  the  responsibility  for  procuring  or 
supervising  the  procurement  of  supplies  and  services  needed  by 
the  state.   However,  state  law  also  gives  the  bureau  the  authority 
to  delegate  a  level  of  purchasing  authority  to  other  state 
agencies.   In  1987  purchasing  limits  for  state  agencies  were 
increased  from  $500  to  $2,000.  The  purchasing  limits  are  those 
amounts  which  agencies  can  purchase  themselves  without  going 
through  the  department.   Most  agencies  have  been  delegated  a 
$2,000  authority;  however,  some  agencies  have  been  delegated 
higher  amounts.   For  example,  the  Department  of  Transportation 
(DOT)  has  been  delegated  a  purchasing  authority  of  $25,000. 
This  means  the  DOT  can  make  its  own  purchases  up  to  $25,000 
on  noncontrolled  items  without  going  through  the  Purchasing 
Bureau.   However,  the  DOT  must  follow  proper  purchasing  pro- 
cedures which  includes  competitively  bidding  all  purchases  over 
$2,000.   In  September  1990,  the  Department  of  Administration 
changed  the  administrative  rules  authorizing  agencies  to  procures 
supplies  and  services  under  $2,000  in  any  method  they  choose. 
Although  this  rule  suggests  that  agencies  obtain  telephone  or 
written  bids  where  practicable,  it  does  not  require  them  to  do  so. 
Prior  to  this  change,  agencies  were  required  to  competitively  bid 
any  purchase  between  $501  to  $1,999.   We  found  most  agencies 
are  still  writing  specifications  and  competitively  bidding 
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purchases  within  these  limits  despite  the  change  in  administra- 
tive rules. 

All  purchases  over  the  delegated  amount  and  all  controlled  items 
must  go  through  the  Purchasing  Bureau.   Controlled  items 
include  requisition  time  schedule  items  (i.e.,  automobiles),  office 
supplies  which  can  be  purchased  through  the  states  central  store 
(i.e.,  staplers),  and  items  available  through  a  term  contract  (i.e., 
microcomputers).   The  requisition  time  schedule  is  issued  by  the 
Purchasing  Bureau  designating  the  dates  certain  commodities  can 
be  purchased.   A  term  contract  covers  particular  items  which  are 
offered  at  predetermined  prices  for  a  specific  period  of  time. 


Purpose  and  Types  of 
Specifications 


Bid  specifications  are  designed  to  provide  a  basis  for  obtaining  a 
product  or  service  that  will  satisfy  a  particular  need.   Addition- 
ally, a  specification  which  is  properly  written  will  not  be  unduly 
restrictive  and  will  promote  competition.   However,  the  purpose 
of  bid  specifications  is  not  solely  to  obtain  the  least  expensive 
items  but  the  desired  quality  at  the  most  competitive  price. 


There  are  four  common  types  of  specifications.   Each  of  these 
specifications  is  discussed  below  and  has  been  placed  in  order  of 
least  to  most  restrictive: 


Performance  Specifications  -  describe  the  capabilities  of  the 
product  in  meeting  the  intended  use.   For  example,  a  perfor- 
mance specification  for  a  lawn  mower  may  include  the  mower 
being  capable  of  mowing  three  acres  of  grass  in  one  day.   These 
specifications  are  concerned  with  how  well  a  product  performs 
and  at  what  cost.   Performance  specifications  afford  bidders 
more  latitude  in  the  types  of  products  they  bid. 

Brand-Name-or-Egua!  Specifications  -  cite  brand  names  which 
identify  the  products  of  a  certain  manufacturer  as  having  the 
characteristics  of  the  item  desired.   These  are  used  only  to  give 
bidders  an  idea  as  to  the  type  and  quality  of  product  needed  and 
are  not  intended  to  request  a  particular  brand. 

Design  Specifications  -  usually  use  measurements  and  other 
physical  requirements  of  the  item  being  purchased.   "Design"  in 
this  sense  means  the  specification  concentrates  on  how  a  product 
is  fabricated  or  constructed.   It  can  be  difficult  to  draft  design 
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specifications  without  being  restrictive  and  limiting  competition. 
It  is  common  for  design  and  performance  specifications  to  be 
used  together. 

Brand  Name  Specifications  -  are  written  to  have  the  effect  of 
limiting  the  bidding  to  a  single  product.   These  are  the  most 
restrictive  kinds  of  specifications  and  are  used  when  only  one 
product  will  meet  the  intended  need. 


Establishing  Specifica-  The  process  for  establishing  specifications  begins  with  agencies 

***  identifying  a  need  for  a  product  or  service.   A  state  agency 

usually  establishes  the  initial  specifications  for  the  product  and 
there  are  a  variety  of  ways  this  can  be  accomplished.   These 
include:  using  prior  knowledge  of  the  product,  using  available 
literature  for  the  product,  working  directly  with  vendors,  or 
some  combination  of  these  methods. 

The  agency  person  responsible  for  purchasing  reviews  the 
specifications  for  completeness  and  makes  any  necessary 
changes.   If  the  estimated  cost  for  the  product  is  over  the 
agency's  delegated  authority,  the  specifications  are  transferred  to 
a  state  requisition  and  sent  to  the  Purchasing  Bureau. 

When  the  requisition  is  received  from  the  agency,  the  bureau 
reviews  the  specifications  to  make  sure  they  describe  the  critical 
features  of  the  product  and  are  not  unduly  restrictive.   The 
bureau  has  the  authority  to  make  any  changes  deemed  necessary. 
Our  review  indicated  bureau  purchasing  agents  are  contacting 
agencies  about  major  changes  made  to  specifications.   Because 
purchasing  agents  have  been  assigned  particular  products  and 
services  to  purchase,  they  have  developed  some  expertise  about 
the  products.   This  makes  it  easier  for  the  purchasing  agent  to 
determine  if  the  specifications  are  satisfactory  and  to  make 
changes  to  improve  the  specifications.   When  the  bureau 
determines  the  specifications  meet  the  necessary  requirements, 
an  IFB  is  sent  to  a  selection  of  vendors  who  carry  the  product. 

The  bureau  must  also  ensure  products  the  vendors  submit  for  bid 
meet  the  required  specifications.   The  bureau  generally  requires 
vendors  to  submit  written  literature  describing  the  product  they 
bid.   This  allows  the  bureau  to  compare  the  specifications  for  the 
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product  to  those  on  the  IFB.   The  low  bid  will  not  receive  the 
award  if  the  product  does  not  meet  specifications. 
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Introduction 


Our  review  of  bid  files  found  the  bureau  is  achieving  a  reason- 
able level  of  competition  on  state  bids.   On  average,  the  bureau 
is  receiving  a  31  percent  response  rate  and  an  average  of  seven 
bids  for  each  IFB.   Bureau  records  for  fiscal  year  1990-91  show 
the  bureau  saved  the  state  approximately  $5  million  over  what 
agencies  estimated  costs  would  be  for  products  and  services  they 
requested  from  the  bureau. 

The  following  sections  discuss  areas  where  the  bureau  could 
improve  the  process  for  establishing  bid  specifications.   These 
areas  include  improving  brand-name-or-equal  specifications, 
communications,  and  training. 


Improving  Brand-Name- 
or-Equal  Specifications 


One  of  the  most  common  specifications  used  by  the  bureau  is  the 
brand-name-or-equal  specification.   The  bureau  uses  this  kind 
of  specification  to  describe  to  vendors  the  standard  of  quality, 
performance,  and  use  desired.   It  is  not  meant  to  replace 
descriptive  specifications,  but  to  complement  specifications 
established  by  the  bureau.   The  administrative  rules  for  the 
Purchasing  Bureau  and  the  Montana  Operations  Manual  (MOMs) 
allow  the  bureau  to  use  brand-name-or-equal  statements.   How- 
ever, the  MOMs  indicate  several  brands  should  be  used  when 
brand-name-or-equal  specifications  are  used. 

When  the  bureau  uses  brand-name-or-equal  specifications  on  its 
IFBs,  it  usually  lists  only  one  product.   Bureau  officials  believe 
using  one  product  provides  vendors  with  enough  information  to 
make  a  decision  on  the  type  of  product  requested.   However, 
vendors  we  contacted  indicated  they  did  not  always  believe 
products  other  than  those  used  in  brand-name-or-equal  specifi- 
cations would  be  accepted  by  the  state.   Therefore,  vendors  said 
they  do  not  always  submit  a  bid  if  they  do  not  carry  the  product 
listed  in  the  brand-name-or-equal  specification;  even  if  they 
carried  a  product  they  believed  would  have  satisfied  the  state's 
needs. 


When  the  bureau  purchasing  agents  work  with  brand-name-or- 
equal  specifications,  they  establish  other  specifications  to  further 
describe  the  product  desired.   We  noted  these  specifications  have 
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a  tendency  to  describe  the  brand  of  product  used  in  the  brand- 
name-or-equal  specification.   Vendors  also  commented  on  this 
tendency  and  said  if  they  see  specifications  which  are  unique  to 
the  product,  they  are  influenced  not  to  submit  a  bid  if  they  do 
not  carry  that  brand  of  product.   Specifications  which  describe 
the  product  in  the  brand-name-or-equal  specification  can  be 
somewhat  restrictive.  This  could  result  in  reduced  competition 
and  higher  costs  for  the  products  purchased.   Using  more  than 
one  brand  in  brand-name-or-equal  specifications  would  make 
the  specifications  less  restrictive. 

The  bureau  could  clarify  its  internal  procedures  and  the 
corresponding  MOMs  regarding  the  use  of  brand-name-or-equal 
specifications.   Although  current  policy  allows  the  use  of  brand- 
name-or-equal  specifications,  procedures  do  not  clearly  explain 
how  the  specification  should  be  used.   Since  state  policies 
indicate  more  than  one  brand  should  be  used,  the  bureau  could 
request  agencies  to  do  more  product  research  to  find  additional 
brands  which  will  meet  their  needs.   If  this  is  not  possible,  then 
the  bureau  purchasing  agents  could  do  this  research  either  by 
contacting  vendors  who  carry  other  brands  or  by  reviewing  their 
own  product  files. 


Communications 
Between  the  Bureau  and 
Agencies  Could  be 
Improved 


We  evaluated  the  communication  process  between  the  Purchasing 
Bureau,  agencies,  and  vendors.   The  bureau  currently  utilizes 
three  major  sources  of  communication  with  state  agencies:   a 
purchasing  newsletter,  contacting  agencies  with  questions 
regarding  requisitions,  and  providing  training  to  the  agencies. 
The  purchasing  newsletter  is  written  by  the  bureau  and  sent  to 
the  agencies. 


Although  the  bureau  utilizes  some  lines  of  communication,  we 
believe  the  bureau  could  open  up  additional  lines  of  communica- 
tion with  the  agencies.   A  sample  of  purchasing  personnel  at 
state  agencies  and  vendors  believed  communications  between  the 
agencies  and  the  bureau  could  be  improved  by  formalizing 
communications  with  the  bureau.   Agency  staff  believed  the 
bureau  could  do  a  better  job  of  keeping  agency  purchasing 
departments  aware  of  purchasing  related  issues  such  as  changes 
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in  policies,  laws,  and  rules.   Vendors  would  like  to  see  better 
coordination  between  agencies  using  their  services  or  products 
and  the  bureau  in  order  to  improve  specifications  for  state  bids. 
Although  vendors  had  no  major  concerns  with  specifications, 
vendors  said  specifications  do  occasionally  lack  sufficient  detail 
or  favor  a  product  used  in  a  brand-name-or-equal  specification. 
The  vendors  said  the  end  result  was  the  bureau  and  agencies  did 
not  always  agree  about  the  type  of  product  needed. 

Although  the  current  forms  of  communications  used  by  the 
bureau  are  important,  these  methods  do  not  necessarily  allow  for 
two-way  communication  between  the  bureau  and  agencies.   For 
example,  the  purchasing  newsletter  is  designed  to  provide 
agencies  various  information  about  purchasing  operations.   Two- 
way  communication  could  be  encouraged  in  the  newsletter  by 
listing  the  bureau's  phone  number  and  a  contact  person  for  each 
issue  discussed.   In  addition,  purchasing  personnel  for  the 
agencies  indicated  they  do  not  always  get  a  copy  of  the 
purchasing  newsletter.   The  newsletter  is  being  sent  to  the 
Centralized  Services  Division  for  the  agency  instead  of  to  agency 
purchasing  personnel.   The  purpose  of  the  newsletter  is  to 
promote  better  communications  between  the  Purchasing  Bureau 
and  agencies  it  serves.   However,  because  agency  purchasing 
personnel  are  not  always  forwarded  a  copy  of  the  newsletter, 
better  communications  are  not  necessarily  accomplished. 

One  method  to  open  up  communication  would  be  for  the  bureau 
to  conduct  an  annual  forum  with  agency  purchasing  personnel  to 
discuss  any  changes  to  purchasing  laws,  rules  or  policies. 
Furthermore,  the  bureau  could  also  consider  sending  the 
purchasing  newsletter  directly  to  agency  purchasing  personnel. 


More  Training  Could  be 
Provided  to  Agency 
Purchasing  Personnel 


Purchasing  Bureau  responsibilities  include  providing  training  to 
agencies  in  accordance  with  the  delegation  agreement.   We 
examined  the  training  the  bureau  provides  to  agency  purchasing 
personnel  and  some  improvements  seem  necessary.   Bureau  staff 
make  a  number  of  changes  to  most  bid  specifications  agencies 
submit  with  their  requisitions.   This  suggests  the  bureau  may 
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need  to  increase  the  amount  of  training  it  provides  to  agencies 
relating  to  bid  specifications. 

Currently  the  bureau  offers  agency  purchasing  personnel  two 
training  courses:   a  basic  purchasing  course  and  a  Request  for 
Proposal  (RFP)  course.  The  RFP  course  is  designed  to  train 
participants  on  how  to  write  and  score  RFPs,  how  to  select 
vendors  to  be  sent  an  RFP,  and  familiarizing  participants  with 
laws  relating  to  RFPs.  The  basic  purchasing  course  is  an  eight 
hour  course  which  encompasses  a  variety  of  purchasing  issues 
including:   purchasing  laws  and  rules,  in-state  purchasing 
preference,  surplus  property,  writing  bid  specifications,  and 
selecting  vendors.  This  course  is  designed  to  provide  partici- 
pants with  a  basic  understanding  about  purchasing. 

We  attended  the  basic  purchasing  training  course  and  believe 
there  are  areas  which  could  be  expanded  into  additional  training 
areas,  such  as  bid  specifications.   Although  a  portion  of  the  basic 
purchasing  class  dedicated  approximately  one  hour  to  bid  speci- 
fications, it  was  not  enough  time  to  thoroughly  explain  to 
agencies  how  to  write  specifications.  The  class  covered  the 
importance  of  bid  specifications,  but  agencies  were  not  given  an 
opportunity  to  identify  good  or  bad  specifications  or  given  the 
opportunity  to  write  specifications  for  different  types  of 
products  and  services.   An  additional  training  class  on  bid  speci- 
fications could  help  improve  specifications  established  by  the 
agencies.  This  could  ultimately  reduce  the  amount  of  work  the 
bureau  must  do  to  make  specifications  more  acceptable.   We  also 
believe  the  bureau  should  obtain  agency  input  into  needed 
training. 
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